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LACERA DISABILITY CLAIMS RETIREMENT STUDY 

 
I. INTRODUCTION 
 

The County of Los Angeles Auditor-Controller contracted with KPMG LLP (KPMG) to 
“conduct a review of certain activities and issues of the Los Angeles County Employee 
Retirement Association (LACERA) that pertain to disability retirement applications.”  This 
project commenced on July 21, 2001. 
 
The specific tasks that KPMG was requested to perform and issues that it was to address are 
stated in KPMG’s Agreement with the Los Angeles County Auditor-Controller and are 
listed below. 

A. Achieve the following determinations regarding disability application policies, 
procedures and practices: 

! Compliance with internal policies and procedures. 

! The appropriateness of claim file and claim Board decision documentation. 

! Adequacy of medical and other evaluations. 

B. Review, evaluate, and test LACERA compliance with established policies and 
procedures for: 

! Investigating disability applications, and whether investigatory procedures appear 
adequate. 

! Selecting and utilizing contract services such as attorney/referees and physicians. 

! Following-up cases where disability retirements have been granted that are somewhat 
“questionable” in nature, such as when the applicant is very young, the injury is difficult 
to diagnose (i.e., “stress” cases), the injury occurred many years ago, etc. 

! Documenting results in claim files, including the basis for making final decisions.  

C. Evaluate whether LACERA use of inside counsel is more effective than using County 
Counsel. 

D. Evaluate whether the use of a full hearing prior to review by the Retirement Board (i.e., 
upon staff’s recommendation to oppose the application) would provide for a more 
independent and efficient process. 

E. Review and evaluate the adequacy of LACERA reporting capabilities pertaining to 
disability applications (e.g., number approved, number denied, numbers and type of 
injuries incurred, etc.). 

F. Conduct a benchmarking and best practices review of the claims administration process, 
including organization, operations and practices, and performance, to other 
organizations of a similar mission, size and complexity and identify changes that would 
improve LACERA operations.  Final selection of the entities to be benchmarked and the 
methodology would be done in close collaboration with the County and LACERA 
representatives.  
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II. EXECUTIVE SUMMARY 

This Executive Summary summarizes and highlights key findings, conclusions and 
recommendations of our report.   

! Adherence to Disability Application Policies and Procedures 
To determine adherence to disability application policies and procedures, KPMG identified 
the following major Disability Services Division functions: 

1. Disability application intake 
2. Initial investigative review 
3. Medical appointment setup and subsequent receipt of medical examination report 
4. Second investigative review 
5. Division review by a Disability Retirement Specialist, review by Disability Retirement 

Specialist Supervisor, and review by the Division Manager  
6. Board Review 
7. Reporting of the Board’s decision to the LACERA member who applied for disability 

benefits.  

We also interviewed Disability Services Division staff, reviewed Division policies and 
procedures documents, and examined a variety of disability application files.  KPMG then 
established 18 criteria to apply to our evaluation of LACERA files.  Upon the development of 
these major Division functions and evaluation criteria, we selected 50 disability application 
files representing a cross section of disability application types.  For each file we conducted 
an in-depth review by applying the criteria we had established.   

KPMG found the Division files that we reviewed to be complete pursuant to LACERA 
policies, procedures and practices.  All required relevant documents and information 
were in the files we reviewed.  The files themselves were consistently organized in the 
same manner for all types of applications.  All actions taken by the Board were 
documented in the files.  Medical evaluations provided by LACERA consulting 
physicians met LACERA requirements for completeness.   

! Privacy of Disability Application Files 
LACERA places a high value on the confidentiality of member files and has procedures in 
place to protect confidentiality.  According to LACERA staff there has not been a breach of 
its confidentiality procedures.  This fact is an indication that the procedures in place are 
effective.  On the other hand, there may have been confidentiality procedure breaches of 
which LACERA staff are not aware.  We also discovered that LACERA does not undertake 
regular or periodic tests to confirm the effectiveness and integrity of procedures for 
maintaining the confidentiality of hard copy and electronic disability applicant information 
or to determine if there has been unauthorized access.   
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Recommendation 

The financial and public relations related risks associated with LACERA’s confidential 
information are significant.  In this light, LACERA should institute a program that 
documents its confidentiality procedures and practices, improves them as necessary, and that 
regularly tests their effectiveness.   

! Investigatory Procedures 
The Disability Services Division’s investigatory procedures appear to be adequate.  All 
relevant information required to make an informed and reasonable decision on an application 
for disability retirement is available to the Board.  Additionally, the Board has the authority 
and flexibility to ask for additional information on disability applications and modify 
relevant LACERA policies, procedures and practices if it believes there is additional 
information that it should incorporate into its deliberations.   

! Selecting and Using Referees and Physicians 
Referees 
LACERA’s referee recruitment and selection policies, procedures and practices are based on 
the objective of providing an impartial process and venue for disability applicants to appeal 
Board decisions.  LACERA has adequate policies and procedures for selecting and utilizing 
referees.  KPMG found that LACERA adheres to these policies and procedures.  

The utilization of referees essentially pertains to their role as an impartial venue for obtaining 
all relevant information, including newly available information, and making a decision based 
on that information and pertinent legal statutes that govern how an Appeal Hearing shall be 
conducted.  Also important are those statutes that govern LACERA operations, in particular 
the granting of disability retirement benefits.  Our review of LACERA documents and files, 
interviews with LACERA staff and applicant attorneys, and observation of Board meetings 
did not uncover any instances where there was a bias against the full review of all relevant 
information by referees, nor any deviance from established LACERA policies and 
procedures.   

Another Viewpoint.  There is also a point of view, albeit in the minority, that believes that 
LACERA’s use of in-house referees tarnishes member perceptions of LACERA and the 
disability retirement application process.  It creates the perception, according to this point of 
view, that LACERA’s disability application process is not entirely impartial.  This point of 
view believes that the entire appeal process should be undertaken by an outside firm, such as 
a firm that provides arbitration services.  One of the non-37 Act organizations we 
interviewed as part of our best practices study uses the services of an outside firm and finds it 
to be very effective.   

Physicians 
LACERA’s physician recruitment and selection policies, procedures and practices are based 
on the objective of obtaining qualified and objective medical determinations regarding the 
ability of disability applicants to perform their job duties.  Our review of LACERA 
documents and files, interviews with LACERA staff and applicant attorneys, and observation  
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of Board meetings did not uncover any instances where there was a bias against the full 
review of all relevant medical information, nor any deviance from established LACERA 
policies and procedures.   

We should also note that the Board, and LACERA staff, devotes a substantial amount of time 
to reviewing and discussing the medical reviews of disability applicants.  Within its legal and 
administrative framework, LACERA devotes considerable resources to ensuring that all 
relevant medical information is obtained and reviewed before the Board makes a decision.   

! Subsequent Year Follow-up on Questionable Cases 
Our examination of LACERA files determined that LACERA does keep track of these cases 
and conducts a review of the member’s condition at the 1 or 2 year benchmark as directed by 
the Board.    

! Litigation Office Effectiveness   
LACERA staff, and 3 of the 4 Board members interviewed, clearly believe that the Litigation 
Office is effective and in the best interests of LACERA’s members; and that it enhances the 
Board’s fiduciary responsibilities.  From a quantitative perspective there is evidence that the 
number of appeals has declined since the Litigation Office commenced operations; however 
it could not be ascertained if the decline was due to Litigation Office actions or other 
variables.   

It should also be kept in mind that there will be legal counsel, whether it be lawyers from the 
County Counsel office, an outside law firm or the LACERA Litigation Office representing 
LACERA at Appeal Hearings.  Given the significant size of LACERA’s membership (over 
93,000) and the volume of disability applications processed (480 last year), the current case 
load of about 79 cases, the specific statutes and plan documents relevant to disability matters, 
and the complexity of issues involved in these cases, there is a need for continuous and 
focused legal counsel services.  The facts support the use of an in-house Litigation Office.   

Point of View  This point of view believes that LACERA should be totally neutral when 
there is an appeal, and the use of LACERA litigation counsel is evidence of a lack of 
neutrality.  According to this point of view, instead of an in-house litigation office, the duties 
of representing LACERA should be undertaken by Los Angeles County Counsel.   

Recommendation   
LACERA should develop a formal approach that addresses the measurement of Litigation 
Office effectiveness and efficiency.  Over time, this information will be helpful to LACERA. 
It will allow management to know where they are going and when they have arrived at a 
goal.  It will help to answer the question, “how well are we doing?”  Performance 
information will be helpful in determining where to direct improvement efforts, adjusting for 
changing resources, managing results, and evaluating the performance of staff.  It may also 
want to collect statistics that address member perceptions of the Litigation Office. 
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! Administrative Hearing:  Its Best Location in the Disability 
Application/Decision Process 
The alternative procedure under consideration in this study would place the appeal hearing 
prior to any review of a disability retirement application by the Board.  Under this scenario, 
if LACERA staff will be recommending that the disability application be denied, the 
applicant would be so notified of staff’s recommendation.  The applicant would then have 
the option to request a hearing before a LACERA referee with the intention of obtaining a 
recommendation to the Board by the referee for disability benefits.  Based on an evaluation 
of all information, the referee would make a recommendation to deny or approve disability 
benefits to the Board.  If a referee were to agree with the staff’s decision and make that 
recommendation to the Board to deny disability retirement, there would not be an 
opportunity for the applicant to have another administrative hearing.   

We spent a substantial amount of time considering this alternative and have also discussed it 
with LACERA Board members and staff.  The information and evidence that we have 
reviewed does not substantiate a procedural change for the following reasons:   

# The Board would still be required to review a recommendation, whether it came from 
LACERA staff or a referee. 

# There would still be an administrative Appeal Hearing, whether it occurs prior to, or 
after, Board review. 

# Staff work, including a medical examination, related to gathering and analyzing relevant 
facts would still be the same. 

Additionally,  

# Periodically, the Board approves disability retirement benefits, when staff has 
recommended denial of the disability retirement application.  If the Appeal Hearing 
were to occur prior to Board review, there would periodically be Hearings that would 
not have otherwise been necessary.  

# The overall time frame from the point in time that staff makes a recommendation 
through a decision by the Board could contract.  A contracted time period would allow 
less time for additional medical information favorable to the applicant to become 
available, particularly from the workers compensation process.  Thus, LACERA would 
face situations in which its members would reapply for disability retirement upon the 
availability of the new medical information, thus compelling staff and the Board 
(possibly a referee also) to do additional work and case review. 

# This procedural change would preclude the Board from reviewing a case as soon as its 
staff, i.e. Disability Services Division employees, had completed their work.  It was the 
consensus of LACERA Board members and staff interviewed that it was appropriate 
that staff report its findings to a decision making body, i.e. the Board, immediately upon 
the conclusion of their work.  There was no benefit derived by placing an Appeal 
Hearing as the next step.   
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This is a logical point in the process for the applicant to find out the status of her/his 
application, i.e. the Board’s decision.  In making a decision, the Board has the 
discretionary authority to send the application back to staff for further investigation, 
approve staff’s recommendation to approve or deny the application, or reject staff’s 
recommendation to approve or deny the application.   

! Reporting Capabilities 
LACERA has the capabilities to report on a wide variety of work activities and the nature of 
disability applications it receives.  This was confirmed by our observations of LACERA data 
and discussions with staff and Board members that collect, report and/or use the data.  On a 
regular basis, the Disability Services Division manager reviews the specific workload of the 
disability specialists to ensure that cases are being expeditiously and correctly processed.  
The two primary reports used are the Pending Cases Report and the Monthly Statistics 
Worksheet.   

However, on a regular and systematic basis LACERA does not review statistics that measure 
the efficiency and effectiveness of its disability processing and disposition activities.  For 
example, information is not collected and reviewed that measures Disability Division 
staffing levels compared to overall case load; nor is there any measurement of Division 
workload for certain types of disability applications in relation to staffing levels.  Equally 
important, there is no systematic review of this kind of information on a historical basis.  For 
example, it is not incorporated into decision making that affects staffing levels and the 
Division’s budget.   

Recommendation 

The Importance of Measuring Performance Effectiveness and Efficiency.  Measurement 
helps managers make better decisions and then lets them know how good or bad those 
decisions were.  Measurement brings attention to a program; certainly more attention than if 
it were not being measured.  Measurement also lets managers know where they are going 
and when they have arrived at a goal.   

KPMG recommends that the Division develop and incorporate workload data into its 
decision making regarding effectiveness and efficiency, and in decisions affecting the 
development and approval of its annual budget.  We further recommend that the Division 
commence this project by developing a small number of indicators so that the collecting and 
reporting of this data does not become a heavy burden that interferes with its focus on 
serving disability applicants.  As time goes on, it can add to and refine this initial set in order 
to improve the quality of its decision making.  We should also add that workload statistics 
should not be the sole criteria for Division decision making.  They are only one element, 
albeit an important one, in an array of relevant factors that are both qualitative and 
quantitative.  Below, we have listed some effectiveness and efficiency measures which may 
be useful to LACERA. 
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a) Effectiveness measures:  They measure the extent to which the service provided meets 
the expectations of the customer.  This could include measures of: 
# Coverage   
# Accomplishment     
# Quality   
# Customer Satisfaction   

b) Efficiency measures:  They measure the efficiency of a process or service.  Efficiency 
measures include: 
# Per unit costs   
# Cycle time   
# Response time   
# Backlog   
# Per unit FTE’s   
# Staffing ratios   
# Per unit equipment utilization   

! LACERA Expenditures 
 

LACERA expenditures in FY2000-2001 for disability related services was $2,359,259, 
according to the LACERA FY 2000-2001 Budget Control Report.  Of this amount, 
$1,234,778 was for salaries and employee benefits and $1,124,481 was for services and 
supplies.  On an annual basis, the Disability Services Division processes approximately 
480 applications.  Thus LACERA is spending $4,915 per disability application. 

! Benchmarking 
 
We found that there was significant similarity between LACERA and the other 
organizations surveyed, in terms of workload and staffing levels.  There were 2 areas 
with dissimilar findings.  The level of disability applications received from public safety 
members was greater than the level of public safety disability applications received by 
the surveyed organizations.  LACERA public safety disability applications are at 0.5% 
of total membership (excluding Plan E members); the average for all organizations is 
0.2%.  Also,  the relative level of disability applications received by LACERA from 
public safety and general members was significantly different from the surveyed 
organizations.  LACERA received a relatively high level (60% of total disability 
applications) of disability applications from safety members for the 12 months for which 
statistics were available.   
 
These kinds of statistics will become more useful by being collected and analyzed 
annually, on an ongoing basis.  LACERA and other participating 37 Act organizations 
would then have a valuable resource to use in evaluating their efficiency and 
effectiveness.  Viewing this information on a historical basis, and from year to year, will 
yield a higher level of insights than the one year snapshot taken for this study. 
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Regarding operational topics we found that LACERA is more advanced than the other 
organizations surveyed in terms of having more formal, systematic and structured 
approaches to carrying out day to day disability application processing activities.    

 

! Best Practices 
 
The objective of our Best Practices task was to identify relevant (to this Study) 
procedures and practices of other organizations of similar size and complexity to 
LACERA that may be of interest to the Auditor-Controller’s Office and LACERA.  A 
review of these other organizations provides an opportunity to step back and consider 
why LACERA has certain practices in place and whether or not there may be a better 
(more efficient and/or effective) way to achieving an organization objective.   
 
KPMG staff met with the Administrator of the San Diego Employees’ Retirement 
Systems, the Assistant General Manager and the Senior Management Analyst II (who 
manages the disability application function) of the Los Angeles City Employees’ 
Retirement System, and the Executive Officer/Assistant General Manager and the 
Pension Claims Officer of the Los Angeles Fire and Police Pension System.   
 
There were 4 areas that we have focused most of our attention:  physical examinations, 
sub rosa investigations, administrative appeals, and litigation legal counsel.   
 
1. Physician Examinations 

San Diego System.  The San Diego System does not have a panel of physicians that it 
uses for medical examinations.  It requires that a disability applicant provide, at the 
commencement of the disability application process, a medical examination report from 
the member’s physician that sets forth the nature of the medical problem, its relationship 
to job duties and responsibilities, and that the medical problem prevents the employee 
from carrying out those job duties and responsibilities.   

Los Angeles Fire and Police System.  The Los Angeles Fire and Police System has a 
panel of physicians and requires that each respective medical problem reported by a 
disability applicant receive 3 medical examinations by 3 respective physicians.   

Los Angeles City Employees’ Retirement System.  The Los Angeles Employees’ 
Retirement System has a panel of physicians and requires that each respective medical 
problem reported by a disability applicant receive 3 medical examinations by 3 
respective physicians.   

Conclusion and Recommendation.  LACERA should consider and further investigate 
the possibility of not providing physical examinations.  There is the potential to save 
money by not having a LACERA panel physician examine the disability applicant.  It 
should be noted that LACERA’s annual costs for medical examinations has declined 
from $904,563 in FY1998-1999 to $811,588 in FY2000-2001 
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2. Sub Rosa Investigations 

San Diego System.  The San Diego System does not use sub-rosa investigations.  It 
believes that there is no substantial benefit from them and that the disability applicant’s 
case should rely on medical evidence provided by the member’s physician and reviewed 
by the System’s Medical Review Officer.   

Los Angeles Fire and Police System.  The Los Angeles Fire and Police System uses 
sub rosa investigations when they are warranted, on a case by case basis.  The System 
believes it is important to use sub rosa’s when necessary to ensure due diligence and 
ensure that there are no abuses.    

Los Angeles City Employees’ Retirement System.  The Los Angeles City Employees’ 
System does not use sub-rosa investigations.  They believe there is not a substantial 
problem that would warrant the use of sub rosa investigations.  It was pointed out by 
System staff that disability benefits, at 33% of last annual compensation, may be a 
mitigating factor in an applicant considering subterfuge.   

Conclusion and Recommendation.  LACERA should reevaluate the need for sub rosa 
investigations.  The focus of such an analysis should consider the risks of not 
conducting sub rosa’s in contrast to the costs for conducting them.  Currently, 
LACERA’s annual costs for sub rosa investigations is $133,481.  This should be 
balanced against the risks associated with not conducting sub rosa’s.   

 
3. Administrative Appeals 

San Diego System.  If an applicant disagrees with the Board decision, an administrative 
appeal can be requested.  The San Diego System uses a private adjudication company 
for these appeals.  It has used this method for 6 or 7 years.   

Los Angeles Fire and Police System.  The Los Angeles Fire and Police System does 
not have an administrative appeal process.  However, if new information becomes 
available regarding a medical problem, the Retirement Board will review the disability 
case again.   

Los Angeles City Employees’ Retirement System.  The Los Angeles System allows 
disability applicants to present their cases to the Board of Administration, if the Board 
has made an initial determination that it will not be granting disability retirement.  There 
is no administrative appeal procedure that uses referees.  When the applicants make 
their presentation to the Board they may use, and frequently, do use their own legal 
counsel. 

Conclusion and Recommendation.  LACERA may want to consider the approach to 
administrative appeals used by the San Diego Retirement System.  In the course of our 
review of LACERA we did not hear any complaints that its methods for selecting and 
using referees resulted in impartial decisions.  Nor were we requested to undertake a 
review of disability applicant opinions of LACERA referees.  However, there was a 
concern raised that there may be a perception of bias in favor of LACERA by Referees.  

 
4. Litigation Legal Counsel 

San Diego System.  The San Diego System has in-house legal counsel that it uses for 
representation at appeal hearings.  It uses its own counsel because it believes that it 
receives more effective and efficient representation than if it used lawyers from the City 
Attorney’s staff. 
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Los Angeles Fire and Police System.  The Los Angeles Fire and Police System uses 
the services of dedicated staff in the Los Angeles City Attorney’s Office.  These 
attorneys do not work on City worker’s compensation cases.  

Los Angeles City Employees’ Retirement System.  The Los Angeles City Employees’ 
Retirement System also uses the services of dedicated staff in the Los Angeles City 
Attorney’s Office.   

Conclusion.  Each of these organizations, based on their particular circumstances, 
believes that they receive effective legal counsel services, either from in-house or from a 
City Attorney’s Office.  In the case of services received from the Los Angeles City 
Attorney office, there are specific staff assigned on a full time basis to assist and 
represent the Retirement Systems.  There is no information that suggests that LACERA 
should reconsider its current use of an in-house litigation office.   

! Considerations For Improving Efficiency and Effectiveness   
We may be entering a time period in which there will be a greater need to focus on 
minimizing and controlling costs.  Regardless of the times, a fundamental principle for all 
organizations is continual improvement, including a focus on costs.   

 
In many organizations, the issue will be: “How do we continue to achieve our objectives, or 
even excel at meeting them, while at the same time increasing our efficiency?”  Or the 
question may be more direct: “How do we do more with less?” 
 
KPMG recommends that, as LACERA moves forward with its efforts to effectively and 
efficiently serve its members, it consider the following areas:    
# Organization alignment with mission and goals  On a regular basis (e.g. yearly), 

organizations should ensure that their operations are aligned with their mission and 
goals in order to eliminate extraneous unnecessary activities.  Questions to ask are:  Are 
we doing more than we should be doing?  Are there certain activities that need 
improvement?  Where do we need to make improvements?   

# Operating objectives  Sometimes, organizations establish operating objectives (e.g. 
process a certain document within 5 working days), which while noble and well- 
intentioned, are too severe in light of related goals and available resources.    

# Major cost categories  Budgetary categories with the biggest dollars can sometimes 
provide the biggest opportunities for improving efficiency. 

# Technology  Technology as a basis for improving efficiency and effectiveness should 
always be a consideration.  There continue to be improvements in this field that may 
yield benefits to LACERA.   

# Employee involvement  Organizations which have achieved significant successes have 
many times noted that the key to their success was employees participation, at all levels 
of the organization, in identifying and implementing improvements.  While any one of 
the improvements achieved may not be large in its impact, the accumulation of many 
incremental improvements have a significant impact on an organization’s efficiency and 
effectiveness.  
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# Board support  KPMG, in its limited contact with LACERA’s Retirement Board, 

observed that Retirement Board members had a consistent and positive interest in 
LACERA members and staff.  This kind of support will continue to be valuable and 
essential in order for LACERA to improve and add value to the services provided to its 
members. 
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III. STUDY ACTIVITIES AND FINDINGS 

Objective A:  Achieve the following determinations regarding disability 
application policies, procedures and practices: 
! Compliance with internal policies and procedures. 

! The appropriateness of claim file and claim Board decision documentation. 

! Adequacy of medical and other evaluations. 
 

Background 
LACERA’s Disability Services Division (the “Division”) is the focal point for the receipt, 
review, and completion of disability retirement applications.  It also prepares 
recommendations, to the LACERA Retirement Board (the “Board”) on the disposition of 
disability retirement applications by LACERA members who are in retirement plans that 
include disability retirement benefits.   

 
This Division has approximately 21 employees, of which there are 10 Disability Retirement 
Specialist positions, 2 Disability Retirement Specialist Supervisors and 1 Division Manager.  
The remaining staff provide clerical and other support services within the Division.  The 
Disability Retirement Specialists do most of the work associated with the receipt, review 
and disposition of disability retirement applications. 

 
Overview Of Procedures Used By KPMG To Achieve The Requested 
Determinations 
To obtain a thorough understanding of relevant policies, procedures and practices, KPMG 
undertook the following activities: 
# Met with and interviewed the Division Manager, a Disability Retirement Specialist 

Supervisor, several Disability Retirement Specialists, and other Division support staff.   
# Met with LACERA Retirement Board (the “Board”) members and the Executive 

Director of LACERA. 
# Met with LACERA’s medical advisor and attorneys that represent disability retirement 

applicants.  
# Identified and reviewed all relevant manuals and documents pertaining to policies, 

procedures and practices, used by Division staff. 
# Attended several LACERA Board meetings 
# Conducted a walk-through of the facilities housing Division staff 

Major Disability Services Division Functions 
Based on the above interviews and research KPMG identified the following major Division 
functions.  They are: 
1. Disability application intake 
2. Initial investigative review 
3. Medical appointment setup and subsequent receipt of medical examination report 
4. Second investigative review 
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5. Division review by a Disability Retirement Specialist, review by Disability Retirement 

Specialist Supervisor, and review by the Division Manager  
6. Board Review 
7. Reporting of the Board’s decision to the LACERA member who applied for disability 

benefits.   

Criteria Used To Review Division Procedures And Practices. 
As a result of our interviews and research KPMG established the following criteria to use in 
reviewing disability applicant files and evaluating Division adherence to LACERA policies, 
procedures and practices: 
 
1. Complete and signed disability retirement application package.  LACERA policies and 

procedures require that a complete disability application must first be submitted by the 
applicant.  There are 5 elements of the application: 
# Basic application form containing general information about the applicant.   
# Physician’s statement.  From the applicant’s physician; stating that the individual 

has suffered an injury leading to a permanent disability 
# Release authorization form.   Allows LACERA to obtain and review information 

related to the application for disability. 
# 3rd Party Release:  Ensures that the applicant will not be suing anyone in relation 

to the injury 
# Missed Medical Appointment Affidavit.  Applicants agree to pay a charge if they 

cannot make a medical appointment and fail to notify the LACERA within 24 
hours prior to the appointment. 

2. Notification letter indicating acceptance of the client's application for disability 
retirement.   
# There is a memo stating that the application has been received by LACERA and 

that a Disability Specialist (Investigator) will be contacting him/her to setup an 
appointment to discuss the facts of the claim.   

3. Time lag between the application date and the applicant's last day of work. Was the 
appropriate action taken on the file given the lag time. (i.e. was LACERA legal counsel 
consulted in the event that the period of service discontinuation was greater than 3 
years)? 
# Generally, LACERA legal counsel was consulted and we noted evidence of this in 

the file.   
4. Applicant interview.  Was the applicant interview by a LACERA disability specialist 

about the nature of the injury and when it first occurred? 
5. Witness interview.  Was a witness interviewed to corroborate the injury/illness?  If not, 

then why not?  Generally, witness are supposed to be interviewed, especially in psyche 
cases.  Based on our discussions with Division staff, several items are taken into 
consideration: 
# If the actual claimant has died and a spouse is applying for survivor benefits, a 

witness may not be interviewed 
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# If the case is related to an orthopedic injury and there is substantial medical 

evidence in the past, e.g. for worker’s compensation benefits; or if there a history 
of significant medical problems throughout the individual’s career, they may waive 
the witness interview.   

# Combined with the factors above, the staff also considers the age of the individual 
and years of service 

6. Disciplinary issues.  If the investigator's interview or supporting documentation 
indicated that the applicant had disciplinary problems, what additional procedures were 
followed by LACERA? 
# Generally, the investigators review applicant performance evaluations.  If 

disciplinary problems are identified, then additional interviews are obtained to 
document additional information about the claimant’s character, conduct and past 
work experiences.  This information is then communicated to the physician or 
psychologist.   

# Potentially, a sub-rosa investigation may be conducted  
7. Complete investigator’s report.  Aside from the witness and applicant interviews, was 

the relationship to worker's compensation, employment history, and occupation injury 
history documented in accordance with the Division’s standard report? 
# We did not verifying that employment history obtained by LACERA was accurate 

and correct.  However, we noted that the elements of the report (approximately 10 
items) which are LACERA policy were identified, discussed and relevant to the 
case file.  In all cases of our sample, this information was complete.   

8. Medical report and content.  In all cases we noted medical reports were present.  We 
also determined if the information in the medical report was consistent with the 
Division guidelines. 

# KPMG compared medical reports to the policies and procedures that were 
provided to physicians, noting that the formats of the reports and relevant 
discussions were consistent.  We also noted the existence of documented evidence 
in cases where the reports were not complete and therefore were supported by 
amendment correspondence by the physician.   

9. Follow-up on questionable cases.  Was appropriate follow up performed on 
questionable items? 
# KPMG defined questionable cases primarily as those that had a 2 year or 1 year 

review based on the nature of the injury.  We reviewed such cases to identify 
whether the review was performed and documented.  We noted no exceptions.   

10. Prior medical history.  Is the applicant's prior medical history documented in the file? 
# A standard LACERA procedure is to obtain prior medical history from the 

claimant’s physician or worker’s compensation records.  These records are 
submitted to the panel physician and are used to assess the condition and 
permanency of the claimant’s injury.  In all cases, for our sample, we noted that 
this information was present 
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11. Job specifications.  Is the job duties and class specification documented in the file? 
# The job specification is required because this information is provided to the panel 

physician to can assess the permanency of the disability in relation to the job tasks 
involved.  This document was present in all cases.   

12. Documentation of results.   
# We wanted to determine if LACERA documents the results of the disability 

application on internal forms identifying the staff/investigators recommendation 
and the final board action.  The internal document is called a Disability Retirement 
Evaluation Summary (DRES).   

13. Board action consistency.  Was the Board’s decision consistent with the documented 
information in the applicant’s file? 

14. Board decisions documentation.  Is the Board’s decision on an application documented 
action in its minutes and consistent with information in the disability applicant’s file? 
# As a matter of internal policy, LACERA prepares and provides minutes on the 

Board session which act as another formal record of the approval/denial of claims.  
The Board actions are utilized to input the final action into the claims system.   

15. Notification to applicant of the Board’s decision.  Is the letter notifying the applicant of 
Board action documented and included in the member’s file?   
# The date of the Board’s decision which is stated in the letter to the applicant is 

very important. It is the base date for establishing the time period within in which 
the applicant can appeal a Board decision.  From the data of notification, the 
claimant has approximately 90 days to appeal the decision.  As a matter of internal 
policy, LACERA includes a copy of such information evidencing the day that the 
letter was generated and mailed.    

16. LACERA case tracking system information consistency with the application filed. 
# LACERA’s TRACKER system is their disability processing system to track 

claims, case status, claimant statistics, final and actions.  We noted that the system 
and input of information was correct thereby validating the reliability and data 
integrity of the information tracked.   

17. Consistency of collected of information and staff recommendation with applicable 
statutes and court decisions. 
# Disability Division staff are very cognizant of applicable statutes and court 

decisions and are kept informed by LACERA legal counsel, and follow them 
closely in the processing of disability applications.  An additional source is 
disability applicant legal counsel.  Applicant legal counsel would be sure to 
challenge any LACERA decisions that were not pursuant to applicable statutes and 
court decisions.   
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Identifying the number of disability application files to be reviewed and 
methodology for selecting a representative sample.   
For the 12 month period ending June 30, 2001 the Board reviewed and acted-on (e.g. deny 
or grant a disability retirement, or send the case back to the Disability Services Division for 
more information) approximately 400 disability retirement applications.  Of these, KPMG 
selected for intensive review 50 disability application files that comprised a representative 
cross-section of application types.   

Of the 50 disability application files reviewed, 31 were from Safety members and 19 were 
from General members.  Of the 31 Safety member applications reviewed, there were the 
following breakdown of characteristics: 

# 19 Granted Service Connected Disability 

# 4 Granted Non Service Connected Disability 

# 5 Denied Service Connected Disability 

# 0 Denied Non Service Connected Disability 

# 1 Appeal which was resolved (i.e. dismissed or decided) during the 12 months under 
review.   

# 2 Cases which were granted 1 or 2 year follow up reviews which occurred during the 
12 months under review.   

Of the 19 General member applications reviewed, there were the following breakdown of 
characteristics: 

# 7 Granted Service Connected Disability 

# 6 Granted Non Service Connected Disability 

# 4 Denied Service Connected Disability 

# 1 Denied Non Service Connected Disability 

# 0 Appeals which were resolved (i.e. dismissed or decided) during the 12 months under 
review.   

# 1 Case which was granted 1 or 2 year follow up reviews which occurred during the 12 
months under review.   

Conclusion 
KPMG found the Division files that we reviewed to be complete pursuant to LACERA 
policies, procedures and practices.  All required relevant documents and information were 
in the files we reviewed.  The files themselves were consistently organized in the same 
manner for all types of applications.  All actions taken by the Board were documented in the 
files.  The only exceptions were 2 files in which 3rd party release forms were not found, and 
no reason was found for the lack of 3rd party release forms.  In one other file we found that 
there was no evidence that the applicant was interviewed, and no reason was found for the 
lack of an interview.  

Medical evaluations provided by LACERA consulting physicians met LACERA 
requirements for completeness.  The medical examination of disability applicants is 
conducted by a LACERA selected physician.  Doctors performing these examinations are  
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specialists in their respective fields.  Their medical examination reports are reviewed by a 
Disability Retirement Specialists to ensure that the reports address relevant medical issues 
and that the physician relates the examination to the specific job and classification duties of 
the disability applicant.  Board members also have the opportunity to review the medical 
evaluations of disability applicants approximately 2 weeks prior to their disposition by the 
Board.  Additionally, prior to Board action the medical examination is reviewed by 
LACERA’s medical advisor, who is also a physician.   

The Board must vote on all disability applications.  Upon the presentation of each 
application the Board has the opportunity to discuss the medical examination of a disability 
applicant and ask its Medical Advisor for clarification and perspective on the medical issues 
involved in the examination.  It also has the option of requesting that Disability Services 
Division staff obtain additional medical information from the examining physician.   

The Board has the authority to provide direction to Division staff and physicians providing 
medical examinations on the nature and use of criteria whenever the Board believes that 
such a need exists.  Appendix A contains a KPMG work paper on Division procedures.  
Appendix B provides documentation of KPMG findings for each respective case file 
reviewed.    

 

Privacy of Disability Application Files 
 
Background 
LACERA privacy policies are based on 37 Act statutes that require that all member 
information be kept confidential.  Section 31532 states, “Sworn statements and individual 
records of members shall be confidential and shall not be disclosed to anyone except insofar 
as may be necessary for the administration of this chapter or upon order of a court of 
competent jurisdiction or upon written authorization by the member.”  Consequently, 
confidentiality of member information has always been a LACERA priority, and a priority 
in the Disability Services Division, with its focus on medical problems described by 
disability retirement applicants and physician evaluations.   
 
Review of Division Confidentiality Procedures and Practices 
KPMG reviewed Division Procedures and Practices to determine the extent to which it 
protects the confidentiality of disability applicant information.  Responsibility for the 
confidentiality of disability applicant information lies with the Manger of the Division.   
 
According to the Disability Services Division Manager, disability retirement applicants are 
verbally informed by their assigned Disability Retirement Specialist that all information 
provided to the Disability Services Division regarding their disability application is 
confidential.  This includes reports by a LACERA physician.  Confidentiality policies also 
prevent spouses of disability applicants from seeing applicant information.  Confidentiality 
also extends to Board Meetings.  Those Board Meetings in which there is a review of 
disability applications are restricted to only authorized persons.   
 
At Board meetings, during breaks and after the meeting, staff picks-up all confidential 
materials no longer needed by the Board and disposes of these materials.   
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Transfer of Information and Communications With Physicians.  The service agreement 
between a physician and LACERA requires that the physician maintain the confidentiality 
of disability applicant information.  Equally important, confidentiality is an important 
element in the day to day operations of medical offices.  As a means to ensure 
confidentiality, LACERA physicians are provided with original documents (not copies) 
produced by the Division in the course of processing an application for disability benefits.  
These original documents are recorded by LACERA staff when they are sent by mail or 
messenger to and received back from the physician.   
 
Transfer of Information and Communications With Referees.  The service agreement 
between a referee and LACERA requires that the referee maintain the confidentiality of 
disability applicant information.  Equally important, confidentiality is a concept embedded 
in the practice of law, and the LACERA referees are attorneys. 
 

Transfer of Information and Communications With Private Investigators.  The service 
agreement between a private investigator and LACERA requires that the investigator 
maintain the confidentiality of disability applicant information.  Further, confidentiality is 
an important element in the day to day operations of investigators.  LACERA is careful in 
its selection of private investigators.  It only uses firms that have very solid positive 
reputations and that are well known among LACERA’s peer organizations, such as other 
retirement organizations and insurance companies.   

 
Storage and disposal of information.  Long term storage of applicant information is 
maintained in the LACERA Archives department.  Procedures are followed to manage 
access to this information, i.e. only authorized staff can view the contents of these files.  
Disability applicant files in current use are kept in the Disability Services Division offices.  
Applicant files in Division offices are kept in locked file cabinets with managed access via 
keys.  Access to the Division office area is controlled by electronic security cards.   

Within the Division Offices, hard copy information that is to be discarded is placed in 
designated and locked trash bins.  When the bins are filled, their contents are taken to a 
designated room in the LACERA office building.  In that room hard copy materials are 
shredded by staff employed by a company under contract by LACERA that specializes in 
the disposition of confidential material.  The shredding of LACERA materials is overseen 
by a LACERA employee to ensure that all documents are sufficiently shredded.  
 
Electronic information is centrally stored on LACERA organization computers.  Disability 
division staff, with approved access, can view this material.  Access is controlled by the 
employee log-on identification.   

 
Testing confidentiality procedures.  According to the Division Manager and a member of 
the Audit Division staff, LACERA has not had a breach of its confidentiality procedures.  
This fact is an indication that the procedures in place are effective.  On the other hand, there 
may have been confidentiality procedure breaches of which LACERA staff are not aware.  
We also discovered that LACERA does not undertake regular or periodic tests to confirm 
the effectiveness and integrity of procedures for maintaining the confidentiality of hard 
copy and electronic disability applicant information or to determine if there has been 
unauthorized access.   
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Recommendation 
The financial and public relations related risks associated with LACERA’s confidential 
information are significant.  In this light, LACERA should institute a program that 
documents its confidentiality procedures and practices, improves them as necessary, and 
regularly tests their effectiveness.  This review should include an assessment of risks along 
with related current and potential costs associated with its current procedures and practices.   

 

Objective B:  Review, evaluate, and test LACERA compliance with 
established policies and procedures for: 
! Investigating disability applications, and whether investigatory procedures appear 

adequate. 

! Selecting and utilizing contract services such as attorney/referees and physicians. 

! Following-up cases where disability retirements have been granted that are somewhat 
“questionable” in nature, such as when the applicant is very young, the injury is difficult 
to diagnose (i.e., “stress” cases), the injury occurred many years ago, etc. 

 

1. Investigating disability applications and whether investigatory 
procedures appear adequate. 

 
Background 
The Division’s review of disability applications incorporates required and optional 
procedures.  Required procedures include: 
# Interview the disability applicant  
# Interview a witness (i.e. a supervisor or co-worker) 
# Medical examination of the applicant, specifically the medical issue that brought 

about the disability application, by a LACERA physician.  
# Review the medical report, if available, that was prepared by a workers 

compensation physician. 
# Disability Specialist review of the medical examination description provided by the 

LACERA panel physician.  The purpose of this review is to ensure that the 
physician examined the medical condition indicated by the applicant, that the 
physician’s explanation of the examination’s results meets LACERA requirements 
for structuring the description, and that the focus of the examination is related to 
the activities of the position to which the applicant is assigned.   

# Internal quality assurance reviews by Division Supervisors and the Division 
Manager. 

# Follow-up questions, as needed, addressed to the applicant, the witness and the 
examining physician by the Disability Retirement Specialist. 

An optional procedure is to use a private investigator to view the activities of disability 
applicants.  Additionally, if a disability retirement applicant appeals the denial of 
disability retirement benefits, the applicant’s legal counsel, (most appellants use legal 
counsel.) will be very committed to identifying any gaps in the information collected by 
LACERA.   
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In preparation for the Appeal Hearing there may be additional fact finding by the 
LACERA Litigation Office staff.  This may include clarification of the report items (e.g. 
applicant’s specific job duties) prepared by the Disability Retirement Specialist 
responsible for processing the disability application and the physician’s report.  Also, 
evidence provided by a workers compensation physician which may not have been 
available at the time of the initial Division staff investigation and  Board review, will 
also be considered by a referee, if it is now available.   
 
Upon the presentation of a referee’s recommendation to the Board, there is an additional 
opportunity for the Board to direct Division staff to conduct additional investigatory 
activities.   

 
Procedures Used By KPMG To Determine If Investigatory Procedures 
Appear Adequate 
To obtain a thorough understanding of relevant policies, procedures and practices, 
KPMG undertook the following activities: 
# Met with and interviewed the Division Manager, a Disability Retirement Specialist 

Supervisor, several Disability Retirement Specialists, and other Division support 
staff.   

# Met with LACERA Retirement Board (the “Board”) members and the Executive 
Director of LACERA. 

# Met with LACERA’s medical advisor and attorneys that represent disability 
retirement applicants.  

# Attended several LACERA Board meetings 
# Identified and reviewed all relevant manuals and documents pertaining to policies, 

procedures and practices, used by Division staff 
# Conducted a walk-through of the facilities housing Division staff. 

 
Criteria Used To Review Division Procedures And Practices. 
The essential criterion for establishing “adequacy” is: “was there sufficient information 
for the Board to make an informed and reasonable decision on a disability retirement 
application, within the parameters of legal statutes and administrative criteria?”  Our 
review of disability applicant files, interviews and observation of Board meeting 
activities included the application of this criterion.   

 
Conclusion 
The Division’s investigatory procedures appear adequate.  We noted no deficiencies in 
the content of the information collected, and all relevant information available for use in 
making an informed and reasonable decision on an application for disability retirement 
was presented to the Board.  Additionally, the Board has the authority and flexibility to 
ask for additional information on disability applications and modify relevant LACERA 
policies, procedures and practices if it believes there is additional information that it 
should incorporate into its deliberations.   
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2. Selecting and utilizing contract services such as attorney/referees and 
physicians. 
a) Selecting and Utilizing Referees 

LACERA referees are agents of the Board and assist the Board as independent 
judicial officers.  There are currently approximately 17 LACERA referees who 
“hear” approximately 200 appeals each year.  They are paid $100 per hour.  Bills 
from referees are reviewed by Division staff to ensure that there is no over-billing.   

Referee Selection 
To recruit, evaluate and select its referees, LACERA has a formal, structured and 
open process.  Board approved criteria relevant to the nature of the position and a 
rating system are used by LACERA staff to evaluate and score applicants at the 
initial screening stage and at the interview stage. 

The Disability Services Division handles the logistics of advertising for referees.  
The content of the advertisement and the interview and selection of applicants is 
conducted by the Legal Department.  Final decision on selecting referees lies with 
the Board.  Applicant attorneys can protest any referees that may be selected.   

 
Performance Review of Referees 
LACERA does not use a formal process for reviewing the performance of its 
referees.  Nevertheless, the Retirement Board in the course of its normal review of 
disability applications evaluates referees on the basis of their methodology for 
arriving at recommendations.  The Disability Services Division monitors the time 
taken by referees to submit their recommendations to the Board.  If the Board 
concludes that a referee is not performing in a sufficient manner it will instruct staff 
to stop using the referee.  It should be noted that our review did not uncover any 
instances of the Board dissatisfaction with a referee due to recommendations that 
ran counter to the Board’s original decision on a disability application.   

Improving the Appeal Process and Referee Performance 
Periodically, there have been gatherings, i.e. the Referee Roundtable of referees, 
applicants’ counsel and LACERA Representatives (Board of Retirement, Board of 
Investments, and staff  from Legal, Litigation, and Disability Services Divisions), to 
discuss important issues related to the how appeals are conducted and processed.   

Conclusion 
LACERA’s referee recruitment and selection policies, procedures and practices are 
based on the objective of providing an impartial process and venue for disability 
applicants to appeal Board decisions.  LACERA has adequate policies and 
procedures for selecting and utilizing referees and we found that LACERA adheres 
to these policies and procedures.  
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The utilization of referees essentially pertains to their role as an impartial venue for 
obtaining all relevant information, including newly available information, and 
making a decision based on that information and pertinent legal statutes that govern 
how an Appeal Hearing shall be conducted and those statutes that govern LACERA 
operations, in particular the granting of disability retirement benefits.  Our review of 
LACERA documents and files, interviews with LACERA staff and applicant 
attorneys, and observation of Board meetings did not uncover any instances where 
there was a bias against the full review of all relevant information by referees, nor 
any deviation from established LACERA policies and procedures.   

Another Viewpoint.  There is also a point of view, albeit in the minority, that 
believes that LACERA’s use of in-house referees tarnishes member perceptions of 
LACERA and the disability retirement application process.  It creates the 
perception, according to this point of view, that LACERA’s disability application 
process is not entirely impartial.  This point of view believes that the entire appeal 
process should be undertaken by an outside firm, such as a firm that provides 
arbitration services.   

 

b) Selecting and Utilizing Physicians 
Approximately 110 physicians are used by LACERA.  The most important objective 
of the physician is to determine if an applicant for a disability applicant is unable to 
perform the duties of his/her position; and if so disabled, is the disability permanent 
or temporary.   

Physician Selection 
Sometimes doctors contact LACERA and sometimes LACERA contacts doctor’s 
regarding their interest in being on LACERA’s panel of physicians and providing 
examinations of LACERA members that have applied for disability retirement 
benefits.  The medical qualifications of interested doctors are reviewed by the 
Board’s medical advisor, pursuant to direction from the Board.   

An important criterion in the review of physicians has been their experience in 
performing exanimations for other retirement systems and for worker’s 
compensation claims.  Recently, the Board has decided to lessen the reliance on this 
criterion in order to increase the number of possible physicians, in particular 
minorities.  To overcome a possible lack of knowledge of policies and procedures 
for reporting examination results the Board realizes that LACERA staff may have to 
provide a more intensive orientation to physicians who lack this type of experience, 
but who are nevertheless very capable physicians. 

As part of the physician selection process, Division staff visit a doctor’s office and 
office site and conduct an evaluation using the following criteria: available parking; 
proximity to members; access via streets, freeways and public transportation; 
quality of staff; and general experience of visiting the office. 
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Upon the completion of the review of a physician by Division staff and LACERA’s 
medical advisor, a recommendation is made to a Board Committee responsible for 
this process.  If the Board Committee decides to accept the doctor, it makes a 
recommendation to the full Board.  In most instances, the Board accepts the 
recommendations of the Committee. 

Performance Review Of Physicians 
Service agreements with physicians are in perpetuity and can be terminated or the 
service is simply not used by LACERA.  There is no formal evaluation of the 
performance of a physician, in the sense of an annual review.  Nevertheless, the 
Board, Division staff and the Medical Advisor review the physician performance 
each time a physician provides a medical evaluation of a disability retirement 
applicant.  If the Board, Division staff and the Medical Advisor notice that a 
physician’s evaluations are continually late or not substantiated, or reach erroneous 
conclusions in their opinion, a more formal review is undertaken.  At the completion 
of the formal review a recommendation is made to the Board to continue or 
discontinue the use of the physician.   

Also, the fees charged by physicians are compared against industry norms by 
Division staff and the Medical Advisor.  Any deviation from these norms are 
discussed and resolved with the physician.  
 

Conclusion 
LACERA’s physician recruitment and selection policies, procedures and practices 
are based on the objective of obtaining qualified and objective medical 
determinations on the ability of disability applicants to perform their job duties.  Our 
review of LACERA documents and files, interviews with LACERA staff and 
applicant attorneys, and observation of Board meetings did not uncover any 
instances where there was a bias against the full review of all relevant medical 
information, nor any deviation from established LACERA policies and procedures.   

We should also note that the Board, and consequently LACERA staff, devotes a 
substantial amount of time to reviewing and discussing the physician reports on 
disability applicants.  Within its legal and administrative framework, LACERA 
devotes considerable resources to ensuring that all relevant medical information is 
obtained and reviewed before the Board makes a decision.   
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3. Following-up cases where disability retirements have been granted that 
are somewhat “questionable” in nature, such as when the applicant is 
very young, the injury is difficult to diagnose (i.e., “stress” cases), the 
injury occurred many years ago, etc. 

Background 
The Board may grant disability retirement benefits, but include the directive that the 
applicant’s medical condition be reviewed in 1 or 2 years subsequent to the Board’s 
decision.  Compared to the total number of cases reviewed by the Board, there are very 
few cases of this type.   

It is important to note that the Board is not making a determination that a disability 
application and subsequent decision to grant disability retirement is “questionable” and 
therefore subject to a further review.  These cases are based primarily on statements by a 
LACERA physician that, although a permanent incapacity to work exists, there is the 
possibility that over time, i.e. 1 to 2 years, the disability may diminish.  Therefore, it is 
appropriate to review the applicant’s condition in 1 or 2 years.   

KPMG  selected a sample of cases in which the disability applicant had been granted 
disability retirement with a directive by the Board that the applicant’s condition be 
reviewed in 1 or 2 years.   

The criteria we applied to these cases were: 

1.  Were these disability retirement cases tracked by LACERA? 

2.  Was the review conducted at the respective 1 or 2 year mark ?  

Conclusion 
Our examination of LACERA files determined that LACERA does keep track of these 
cases and conducts a review of the member’s condition at the 1 or 2 year benchmark as 
directed by the Board.    
 

Objective C:  Evaluate whether LACERA use of inside counsel is more 
effective than using County Counsel 

 
Background 
In 1997 LACERA established a Litigation Office reporting directly to the Chief Executive 
Officer of LACERA, instead of using the services of lawyers in the County Counsel’s 
office.  The establishment of this office was motivated by the belief that LACERA needed 
more specialized and ongoing focus to appeals requested by disability applicants whose 
requests for disability retirement benefits had been denied by the Board.  Although it 
recognized the substantial contributions that had been made by County Counsel lawyers, 
there was the realization that LACERA was naturally not a high priority of County Counsel.  
LACERA also believed that there would be a decrease in the number of appeals as a result 
of this new office.  
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Determining the Effectiveness of the Litigation Office 
When the Litigation Office was established, LACERA did not establish quantitative and 
qualitative indices for measuring its effectiveness.  Therefore, on a retroactive basis KPMG 
has attempted to establish indices that will provide some indication of effectiveness.  The 
criteria we have established are: 

1. Are the Litigation Office’s customer’s, i.e. the Board and LACERA staff, satisfied with 
its performance? 

2. How many appeals have been requested? 

Customer Satisfaction.  Of the 4 Board members interviewed, 3 expressed satisfaction with 
the performance of the Litigation Office and stated that it was a better alternative that using 
County Counsel lawyers.  The 4th member expressed dissatisfaction with the nature of the 
Litigation Office’s role vis-à-vis disability applicants, but did not express dissatisfaction 
with the Office’s effectiveness from a legal or administrative perspective.   

It was noted by many customers, Board members and LACERA staff, that on a regular basis 
the Litigation Office recommends that the Board reconsider its decisions to deny disability 
benefits.  These recommendations to reconsider a decision are normally based on the 
availability of medical information that was not available to the Board when it made its 
original decision, or that certain other information was not fully considered by the Board.  
The Board members interviewed also indicated that the Office’s legal staff were 
professional and courteous in their dealings with disability applicants and their legal 
counsel.  Board members and LACERA staff interviewed also indicated that in the course of 
normal duties and interaction with the Board, the Litigation Office provided it with valuable 
legal information and perspectives.   

LACERA staff also expressed satisfaction with the Litigation Office.  According to staff that 
were interviewed,  there has not been any controversy regarding the Litigation Office.  They 
too stated that the Litigation Office regularly recommended that the Board reverse a 
decision to deny disability benefits and that it provided valuable legal information and 
perspectives.  Staff also stated that the Litigation office lawyers were effective and efficient 
in presenting relevant facts at an Appeal Hearing.   
 

Staff also stated that the existence of the Litigation Office has resulted in a more structured 
and systematic approach by the Disability Services Division to collecting and analyzing 
applicant data, and making decisions about eligibility for disability benefits.  Staff also 
stated that Litigation Office lawyers, while thorough and very focused on establishing 
relevant facts at an Appeal Hearing, were courteous and professional in their demeanor.   
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The Number of Appeals Requested.  KPMG obtained historical data from the Litigation 
Office on the number of appeals requested since 1997.  (This data was culled by Litigation 
Office staff from case logs and files in the Litigation Office.)  Since 1997, the number of 
Appeal Hearings has decreased from 111 to 53 in 2000.  The overall number of Prehearings, 
Hearings, Depositions, and Court Hearings has declined from 133 in 1997 to 79 in 2000.  It 
should be noted that the year 1997 was the year in which the Litigation Office commenced 
operations.  From 1998 (the first full year of the Litigation Office) to 2000 the number of 
Hearings declined from 82 to 53.  Overall activity (number of appeals requested) declined 
from 106 cases in 1998 to 79 cases in 2000.   

 

Conclusions   
LACERA staff, and 3 of the 4 Board members interviewed, believe that the Litigation 
Office is effective and in the best interests of LACERA’s members; and that it enhances the 
Board’s fiduciary responsibilities.  From a quantitative perspective there is evidence that the 
number of appeals has declined since the Litigation Office commenced operations; however, 
it could not be ascertained if the decline was due to Litigation Office actions or other 
variables.   

It should also be kept in mind that there will be legal counsel, whether it be lawyers from the 
County Counsel office, an outside law firm or the LACERA Litigation Office representing 
LACERA at Appeal Hearings.  Given the significant size of LACERA’s membership (over 
93,000) and the volume of disability applications processed (480 last year), the current case 
load of about 79 cases, the specific statutes and plan documents relevant to disability 
matters, and the complexity of issues involved in these cases, there is a need for continuous 
and focused legal counsel services.  The facts support the use of an in-house Litigation 
Office.   

Recommendation   
LACERA should develop a formal approach that addresses the measurement of Litigation 
Office effectiveness and efficiency.  Over time, this information will be helpful to 
LACERA. It will allow management to know where they are going and when they have 
arrived at a goal.  It will help to answer the question, “how well are we doing?”  
Performance information will be helpful in determining where to direct improvement 
efforts, adjusting  

Hearing Activity Data

Activity/Year 1997- CC (1) 1997-L (1) 1998 1999 2000
2001(as of 

8/15)
Prehearings 8 12 22 13 10
Hearings 48 63 82 60 53 23
Depositions 2 8 10 3 4 3
Court Hearings 3 1 2 14 9 8
Total 53 80 106 99 79 44

(1)  In 1997 the Lititgation Office commenced operations.  Statistics shown for the year 1997-C 
are related to the County Counsel.  Statistics shown for 1997-L are related to the LACERA 
Litigation Office.
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for changing resources, managing results, and evaluating the performance of staff.  
LACERA may also want to collect statistics that address member perceptions of the 
Litigation Office. 

Point of View.  There is a point of view, albeit in the minority, that believes that there is 
an unnecessary adversarial relationship between LACERA and its members who are 
appealing a disability application.  This point of view believes that LACERA should be 
totally neutral when there is an appeal, and the use of LACERA litigation counsel is 
evidence of this the lack of neutrality.  Also, this point of view believes that LACERA 
should be the “good guys” and not the organization that prevents an applicant from 
receiving benefits.  According to this point of view, instead of an in-house litigation office, 
the duties of representing LACERA should be undertaken by Los Angeles County Counsel.   

 

Objective D:  Evaluate whether the use of a full hearing prior to review by 
the Retirement Board (i.e., upon staff’s recommendation to oppose the 
application) would provide for a more independent and efficient process. 
Background:   
Upon receipt of an disability retirement application, LACERA staff obtains relevant 
information on the applicant applying for disability retirement, in particular the nature of the 
disability and its relationship to job duties.  The information collected includes a report of 
examination by a doctor who is on LACERA’s panel of medical specialists.  This report 
contains the doctor’s opinion on whether the applicant is incapacitated for duty and, if so, 
whether the incapacity is service-connected.  Based on the information obtained, with the 
doctor’s examination being a very important element, staff makes a recommendation to the 
Board.  Recommendations can be one of the following: 

1. Decline the application for disability retirement, or 

2. Recommend a service connected disability, or 

3. Recommend a non-service connected disability. 

If the Board adopts the staff recommendation for denial of the application for disability 
retirement, Division staff so informs the applicant.  The applicant may then request an 
administrative hearing before a LACERA referee  The Board grants such requests and 
assigns the hearing to a referee from its panel of referees.  At the hearing the applicant 
normally has legal counsel participation.  LACERA also has its legal counsel participation.  
The referee “hears” evidence from both parties; and then, based on an evaluation of the 
information, makes a recommendation to the Board.  Recommendations to the Board by the 
referee can be one of the  following (i.e. the same as those provided by staff): 

1. Decline the application for disability retirement, or 

2. Recommend a service connected disability, or 

3. Recommend a non-service connected disability. 

If the applicant disagrees with a referee’s recommended decision to deny disability benefits, 
she/he can object to the referee’s decision and appear before the Board to orally argue against 
the referee’s recommendation.  If the Board adopts the referee’s recommended decision, 
she/he may petition the Superior Court to order the Board to grant the disability retirement.   
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Alternative Procedure Under Consideration 
The alternative procedure under consideration would place the appeal hearing prior to any 
review of the disability application by the Board.  Under this scenario, if LACERA staff will 
be recommending that the disability application be denied, the applicant would be so notified 
of staff’s recommendation.  The applicant would then have the option to request a hearing 
before a LACERA referee with the intention of obtaining a recommendation to the Board by 
the referee for disability benefits.  Based on an evaluation of all information, the referee 
would make a recommendation, to the Board to deny or approve disability benefits.  If a 
referee were to agree with the staff’s decision and make that recommendation to the Board to 
deny disability retirement, there would not be an opportunity for the applicant to have another 
administrative hearing.  The applicant’s next step, should there be a desire to pursue the 
matter further, would be to take the case to the Superior Court.   
 
Discussion and Conclusions 
We have spent a substantial amount of time considering this alternative and have also 
discussed it with LACERA Board members and staff.  The information and evidence that we 
have reviewed does not substantiate a procedural change for the following reasons:   

# The Board would still be required to review a recommendation, whether it came from 
LACERA staff or a referee. 

# There would still be an administrative Appeal Hearing, whether it occurs prior to, or 
after, Board review. 

# Staff work, including a medical examination, related to gathering and analyzing relevant 
facts would still be the same. 

Additionally,  

# Periodically, the Board approves disability retirement benefits, when staff has 
recommended denial of the disability retirement application.  If the Appeal Hearing were 
to occur prior to Board review, there would periodically be Hearings that would not have 
otherwise been necessary.  

# The overall time frame from the point in time that staff makes a recommendation 
through a decision by the Board could contract.  A contracted time period would allow 
less time for additional medical information favorable to the applicant to become 
available, particularly from the workers compensation process.  Thus, LACERA would 
face situations in which its members would reapply for disability retirement upon the 
availability of the new medical information, thus compelling staff and the Board, 
(possibly a referee also) to do additional work and case review. 

# This procedural change would preclude the Board from reviewing a case as soon as its 
staff, i.e. Disability Services Division employees, had completed their work.  It was the 
consensus of LACERA Board members and staff interviewed that it was appropriate that 
staff report its findings to a decision making body, i.e. the Board, immediately upon the 
conclusion of their work.  There was no reason to place an Appeal Hearing as the next 
step.   
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This is a logical point in the process for the applicant to find out the status of her/his 
application, i.e. the Board’s decision.  In making a decision, the Board has the 
discretionary authority to send the application back to staff for further investigation, 
approve staff’s recommendation to approve or deny the application, or reject staff’s 
recommendation to approve or deny the application.   

The evidence we have identified indicates that an administrative hearing prior to review by 
the Retirement Board would not provide for a more independent and efficient process.   
 

Objective E:  Review and evaluate the adequacy of LACERA reporting 
capabilities pertaining to disability applications (e.g., number approved, 
number denied, numbers and type of injuries incurred, etc.). 
 
LACERA has the capabilities to report on a wide variety of work activities and the nature of 
disability applications it receives.  This was confirmed by our observations of LACERA 
data and discussions with staff and Board members that collect, report and/or use the data.  
For example, when questions arise regarding the nature of disability applications or 
workload levels, the Division staff normally is able to provide the specific data requested.  
And, on a regular basis, the Division manager reviews the specific workload of the disability 
specialists to ensure that cases are being expeditiously and correctly processed.  The two 
primary reports used are the Pending Cases Report and the Monthly Statistics Worksheet.   

# Pending Cases Report   
This report identifies the total number of cases outstanding.  In addition, this report 
details the cases pending by each Disability Retirement Specialist and the number of 
cases which have not been assigned.  This report is utilized primarily by the Division 
Manager and Disability Specialists to ensure that cases are processed in a timely 
fashion.   

# Monthly Statistics Worksheet   
This report captures the number of cases outstanding, received and processed in the 
aggregate for the month.  It includes the number of cases denied, held over and dropped.  
The report is generated manually by performing various queries in the Disability 
Division’s TRACKER system.   

 
LACERA does not review statistics that measure the efficiency and effectiveness of its 
disability processing and disposition activities on a regular and systematic basis.  For 
example, information is not collected and reviewed that measures Disability Division staffing 
levels compared to overall case load nor is there any relating of Division workload for certain 
types of disability applications to staffing levels.  Equally important, there is no systematic 
review of this kind of information on a historical basis.  For example, it is not incorporated 
into decision making that affects staffing levels and the Division’s budget.  Although the 
Division has the capacity, (raw data and technology based systems for containing and 
reporting the data) it does not make full use of this capacity.   
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Recommendation 
KPMG recommends that the Division develop and incorporate workload data into its decision 
making on effectiveness and efficiency and decisions affecting the development and approval 
of its annual budget.  We further recommend that the Division commence this project by 
developing a small number of indicators so that the collecting and reporting of this data does 
not become a heavy burden that interferes with its focus on serving disability applicants.  As 
time goes on, it can add to and refine this initial set of data in order to improve the quality of 
its decision making.  We should also add that workload statistics should not be the sole 
criteria for Division decision making.  They are only one element, albeit an important one, in 
an array of relevant factors that are both qualitative and quantitative. 

 

The Importance of Measuring Performance Effectiveness and Efficiency.  Measurement 
helps managers make better decisions and then lets them know how good or bad those 
decisions were.  Measurement brings attention to a program; certainly more attention than if it 
were not being measured.  Measurement also lets managers know where they are going and 
when they have arrived at a goal.  Measurement is not an end to itself; it is a means to an end 
and that end is improved service.  Below are some typical types of effectiveness and 
efficiency measures. 

 
a) Effectiveness measures:  They measure the extent to which the service provided meets 

the expectations of the customer.  This could include measures of: 
# Coverage:  The number of customers you serve   
# Accomplishment:  Measures the overall outcome or achievement of a program.   
# Quality:  The proportion of service provided without error. 

o The proportion of services provided without a complaint or the ratio of 
complaints to total services provided.   

o The proportion of service produced at a specified standard.   
o The proportion of services provided with compliments from customers.   
o The number of staff hours of training conducted per year. 
o Staff turnover. 

# Satisfaction:  Customer satisfaction as measured by a predefined survey.   
 

b) Efficiency measures:  They measure the efficiency of a process or service.  Efficiency 
measures include: 
# Per unit costs:  A measure of per unit cost reveals how many resources are 

consumed in producing a unit of service.   
# Cycle time:  Measures the amount of time it takes for a process to be completed.  

This can be a key measure of customer satisfaction, as it indicates how much time 
people wait for a service to be completed.   

# Response time:  Measures the amount of time it takes to respond to a request for 
service.  Again, it is a key measure of customer satisfaction, as it indicates how much 
“waiting or queue-time” customers wait for a service response.   
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# Backlog:  Measures the amount of work in queue, waiting to be processed.  Backlog 

is a tricky measure, as it can be defined several ways.  One way is to measure total 
work in queue waiting to be processed.  Another way is to measure backlog as the 
amount of work not processed within a required or targeted time frame.   

# Per unit FTE’s:  Measures how many employees are required to fulfill a unit of 
work.   

# Staffing ratios:  Another way of looking at staffing is computing a ratio of staffing to 
a particular function or in comparison to the total organization.   

# Per unit equipment utilization:  Measures the efficient utilization of equipment.   
 

Performance Measurement and Performance Management.  Good performance 
measurement provides an answer to the question, "how well are we doing?" Performance 
management, on the other hand, examines how well we should be doing, are we improving, 
and if we are not performing satisfactorily, why not?  After determining “why not”, what will 
be required to ensure improved performance?  Performance measurement is an essential part 
of performance management. 

 
The heart of performance management is the combining of effectiveness (doing the right 
thing) and efficiency (doing things right).  This cannot be accomplished without first 
understanding the relationship between resource inputs (dollars, man-hours, and capital) and 
outputs (units of whatever your program produces).  The challenge is to achieve resource 
optimization at increasing levels of effectiveness.  This marks continuous improvement and 
focus on issues such as:  where to direct improvement efforts, adjusting for changing 
resources, managing results and linking effectiveness and efficiency with individual 
performance. 

 

Disability Investigation Expenditures  
 
LACERA expenditures in FY2000-2001 for disability related services was $2,359,259, 
according to the LACERA FY 2000-2001 Budget Control Report.  Of this amount, $1,234,778 
was for salaries and employee benefits and $1,124,481 was for services and supplies.  On an 
annual basis, the Disability Services Division processes approximately 480 applications.  Thus 
LACERA is spending $4,915 per disability application. 
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IV. BENCHMARKING STUDY 

KPMG, with the assistance of the Auditor-Controller’s Office and LACERA, prepared a 
benchmarking survey that was sent to the following 37 Act retirement organizations: the 
Counties of Alameda, Orange, Sacramento, Ventura, Santa Barbara, Contra Costa, San 
Bernardino, San Diego, and San Joaquin.  Our objective had been to survey only the larger 
organizations.  All of these organizations, except for Orange and Sacramento Counties 
responded.   

The objectives of this questionnaire were to develop a better understanding of LACERA’s 
Disability Services Division workload and relative staffing levels compared to these other 
organizations and relative levels of disability application approval and denial.  We also 
wanted to identify how they undertake certain procedures related to the disability retirement 
application process.  The entire results of the survey are located in Appendix C, Survey 
Results From 37 Act Associations. 

We are most appreciative of the time taken by each of these organizations to complete this 
questionnaire.  Upon the completion of this project we are providing each responding 
organization with a copy of the document shown in Appendix C that displays the results of 
the survey.   

 
Approach To Analysis and Findings 
The information we obtained allows us the opportunity to make some general comparisons 
of LACERA operations with the surveyed organizations.  Although, these organizations are 
governed by the same basic statutes as LACERA, respective operating policies, procedures 
and practices will vary from organization to organization.  Therefore, the information we 
obtained should be used in the form of “insights” and “perspectives” on how these 
organizations function and as a general point of reference for the purposes of comparing 
LACERA with these organizations.   
 

It should also be noted that these statistics cover the most recent 12 month period for which 
these organizations had the requested statistics.  As such, they are a snapshot in time.  It will 
be interesting and valuable to view these statistical categories over a multi-year continuum.  
A multi-year perspective will provide more insights and value than does a 1 year snapshot.  

 
Findings 
Areas in which LACERA statistics are similar to the other organizations 
surveyed. 

# LACERA’s number of disability retirement applications received, as a percentage of 
total membership is approximately the same as the other organizations surveyed.  
LACERA receives approximately 480 disability retirement applications annually, 
which is 0.8% of its total membership, excluding Plan E members which does not 
provide for disability retirement.  The average and median percentage for all 
organizations surveyed was 0.6%.   

# LACERA’s total staffing as a percentage of total membership is 0.26%; the average for 
the organizations surveyed is 0.19%.  In terms of a ratio there is approximately 1 
LACERA staff person for every 389 members.  The average for the organizations 
surveyed is 1 staff person for every 349 members.  
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# LACERA’s disability services staffing as a percentage of total membership (excluding 

Plan E members) is 0.03%; the average for the organizations surveyed is 0.02%.  For 
LACERA there is approximately 1 disability services staff person for every 2,909 
members in those plans that provide for disability benefits.  The average for the 
organizations surveyed is 1 staff person for every 3,110 members. 

# LACERA’s disability services staffing as a percentage of disability applications 
received is 4%; the average for the organizations surveyed is 4%.  As a ratio there is 1 
disability services staff person for every 23 disability applications being processed.   

# LACERA’s disability retirement applications denied as a percentage of total disability 
applications received is 22%; the average for the organizations surveyed is 20%; the 
median is 15%.   

# The level of disability applications received from LACERA general members is similar 
to the levels of the surveyed organizations.  LACERA general membership disability 
applications are at 0.3% of total membership (Plan E members excluded); the average 
for all organizations is 0.4%. 

 
Areas in which LACERA statistics are different from the other 
organizations surveyed. 

# The level of disability applications received from public safety members is greater than 
the level of public safety disability applications received by the surveyed organizations.  
LACERA public safety disability applications are at 0.5% of total membership 
(excluding Plan E members); the average for all organizations is 0.2%.     

# The number of disability applications received from LACERA public safety members, 
as a percentage of total applications received is 60% at LACERA; the average of all of 
the organizations surveyed is 31%.  In other words, a relatively high proportion of 
disability applications come from public safety personnel.   

# The number of disability applications received from LACERA general members, as a 
percentage of total applications received is 40% at LACERA; the average of all of the 
organizations surveyed is 60%. 

 
Non-Statistical Information 
We also asked the organizations surveyed for information on their operations.  We 
wanted to know if they had made any recent changes to their disability application 
processes, are they considering any changes, the extent to which they use statistics to 
measure efficiency and effectiveness, and the next step in the disability application 
process after disability services staff have completed its work.   

 
As a group, the surveyed organizations are changing their procedures.  Interestingly, 
they are developing more systematic and structured operations, similar to those used by 
LACERA.  Also, the statistics they are starting to collect, or plan to collect, are similar 
to the statistics that LACERA currently uses.  For example, organizations are improving 
the format and detail of their applications, using their own staff to process disability 
applications, or reorganizing their staff into teams headed by a supervisor.  Another  
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organization, recently separated itself from the County Treasurer’s Office and is now 
developing its own by-laws.  Those organizations that collect statistics on staff workload 
do so at a level no greater than LACERA’s current efforts.  There are some 
organizations that collect much less data, or none at all.   

 
Conclusions and Recommendation 
We found that there was significant similarity between LACERA and the other 
organizations surveyed, in terms of workload and staffing levels.  There were 2 areas 
with dissimilar findings.  The level of disability applications received from public safety 
members was greater than the level of public safety disability applications received by 
the surveyed organizations.  LACERA public safety disability applications are at 0.5% 
of total membership (excluding Plan E members); the average for all organizations is 
0.2%.  Also,  the relative level of disability applications received by LACERA from 
public safety and general members was significantly different from the surveyed 
organizations.  LACERA received a relatively high level (60% of total disability 
applications) of disability applications from safety members for the 12 months for which 
statistics were available.   
 
These kinds of statistics will become more useful by being collected and analyzed 
annually, on an ongoing basis.  LACERA and other participating 37 Act organizations 
would then have a valuable resource to use in evaluating their efficiency and 
effectiveness.  Viewing this information on a historical basis, and from year to year, will 
yield a higher level of insights than the one year snapshot taken for this study. 
 
Regarding operational topics we found that LACERA is more advanced than the other 
organizations surveyed in terms of having more formal, systematic and structured 
approaches to carrying out day to day disability application processing activities.    
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V. BEST PRACTICES 

 
The objective of our Best Practices task was to identify relevant (to this Study) procedures and 
practices of other organizations of similar size and complexity to LACERA that may be of 
interest to the Auditor-Controller’s Office and LACERA.  A review of these other 
organizations provides an opportunity to step back and consider why LACERA has certain 
practices in place and whether or not there may be a better (more efficient and/or effective) way 
to achieving an organization objective.   
 
KPMG staff met with the Administrator of the San Diego Employees’ Retirement Systems, the 
Assistant General Manager and the Senior Management Analyst II (who manages the disability 
application function) of the Los Angeles City Employees’ Retirement System, and the 
Executive Officer/Assistant General Manager and the Pension Claims Officer of the Los 
Angeles Fire and Police Pension System. 
 
The details of our interview questions and responses can be found in Appendix F.  In this 
section we will provide interview highlights and insights relevant to LACERA’s disability 
retirement policies and procedures.  There are 4 areas for which we are presenting information: 
physician examinations, sub rosa investigations, administrative appeals, and use of litigation 
counsel.  
 
General information about the San Diego Employee’s Retirement System 
Active members:  approximately 11,000 
Retirees:  approximately 5,500 
Assets:  approximately $2.4 billion 
Total staff:  50 
Staff involved in disability application processing: 2 positions (Medical Review Officer and 
supporting clerical position) 
Number of annual disability retirement applications received:  approximately 200  

 
General information on the Los Angeles Fire and Police Pension System 
Active members:  approximately 12,378  
Retirees:  approximately 11,612  
Assets:  approximately $11 billion in assets 
Total staff:  approximately 65; may increase to 90 due to new pension plan modification 
Staff involved in disability application processing:  approximately 8 (5 professional and 3 
clerical) 
Number of annual disability applications received:  approximately 144 

 
General information on the Los Angeles City Employee’s Retirement System 
Active members:  approximately 22,000  
Retirees:  approximately 14,000  
Assets; $7 billion in assets 
Total staff: 100 
Staff involved in disability application processing:  approximately 3.5 positions involved in 
disability retirement activities 
Number of annual disability applications received:  approximately 40. 
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1. Physician Examinations 

San Diego System 
The San Diego System does not have a panel of physicians that it uses for medical 
examinations.  It requires that a disability applicant provide, at the commencement of the 
disability application process, a medical examination report from the member’s physician 
that sets forth the nature of the medical problem, its relationship to job duties and 
responsibilities, and that the medical problem prevents the employee from carrying out 
those job duties and responsibilities.   

 
This report is evaluated by the San Diego System’s Medical Review Officer.  The 
evaluation looks at the content of the physician’s report and the relationship of the medical 
problem to the member’s job duties and responsibilities.  If there is a question regarding the 
medical examination the Medical Review Officer can request additional information from 
the member’s physician or request that San Diego System physician conduct an 
examination.   

 
According to San Diego’s System Administrator this practice is effective and efficient in 
ensuring that an applicant is unable to perform job duties and meeting the applicant’s need 
for a fair and expeditious review of the disability application facts. 

 
Los Angeles Fire and Police System 
The Los Angeles Fire and Police System has a panel of physicians and requires that each 
respective medical problem reported by a disability applicant receive 3 medical 
examinations by 3 respective physicians.  This a statutory requirement of the System’s 
Charter.  They do not have an in-house medical advisor.   
 
Los Angeles City Employees’ Retirement System 
The Los Angeles Employees’ Retirement System has a panel of physicians and requires 
that each respective medical problem reported by a disability applicant receive 3 medical 
examinations by 3 respective physicians.  This a statutory requirement of the System’s 
Charter.  They do not have an in-house medical advisor.   
 
Conclusion and Recommendation.  LACERA should consider and further investigate the 
possibility of not providing physical examinations.  There is the potential to save money by 
not having a LACERA panel physician examine the disability applicant.  It should be noted 
that LACERA provided cost information indicates that expenditures for physician 
examinations have declined over the past 3 years.   
 

LACERA Physician Examination Costs 
Fiscal Year Amount 
1998-1999 $904,563 
1999-2000 $824,645 
2000-2001 $811,588 
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2. Sub Rosa Investigations 

San Diego System 
The San Diego System does not use sub-rosa investigations.  It believes that there is no 
substantial benefit from them and that the disability applicant’s case should rely on medical 
evidence provided by the member’s physician and reviewed by the System’s Medical 
Review Officer.  It believes that the costs of paying for sub rosa’s is greater than the 
benefits that might derive from periodically finding a member that is not disabled.  It does 
not believe that sub rosa investigations will materially impact disability retirement costs.  It 
was pointed out sub rosa reports can sometimes be misleading.  For example, even though 
an applicant with a back problem is observed doing strenuous lifting of heavy objects, the 
applicant may still have a back problem and should not have been doing the strenuous 
lifting in the first place.   

 
Los Angeles Fire and Police System 
The Los Angeles Fire and Police System uses sub rosa investigations when they are 
warranted, on a case by case basis.  The System believes it is important to use sub rosa’s 
when necessary to ensure due diligence and ensure that there are no abuses.    

 
Los Angeles City Employees’ Retirement System 
The Los Angeles City Employees’ System does not use sub-rosa investigations.  They 
believe there is not a substantial problem that would warrant the use of sub rosa 
investigations.  It was pointed out by System staff that disability benefits, at 33% of last 
annual compensation, may be a mitigating factor in an applicant considering subterfuge.   

 
Conclusion and Recommendation.  LACERA should reevaluate the need for sub rosa 
investigations.  The focus of such an analysis should consider the risks of not conducting 
sub rosas in contrast to the costs for conducting them.  Currently, LACERA’s annual costs 
for sub rosa investigations is $133,481.  This should be balanced against the risks 
associated with not conducting sub rosas.   

 
3. Administrative Appeals 

San Diego System 
If an applicant disagrees with the Board decision, an administrative appeal can be 
requested.  The San Diego System uses a private adjudication company for these appeals.  
It has used this method for 6 or 7 years.  If it desired, the San Diego System could use 
referees as they are selected and used by LACERA.   
 
The San Diego System believes that its method is the best way to have a process that 
appears to be, and is, completely impartial.  The San Diego System does have in-house 
litigation counsel which represents it at these hearings.    

 
Los Angeles Fire and Police System 
The Los Angeles Fire and Police System does not have an administrative appeal process.  
However, if new information becomes available regarding a medical problem, the 
Retirement Board will review the disability case again.  With each medical problem 
receiving 3 medical examinations, the possibility of a medical issue being overlooked is 
minimal.   
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Los Angeles City Employees’ Retirement System 
The Los Angeles System allows disability applicants to present their cases to the Board of 
Administration, if the Board has made an initial determination that it will not be granting 
disability retirement.  There is no administrative appeal procedure that uses referees.  When 
the applicants make their presentation to the Board they may use, and frequently, do use 
their own legal counsel. 

 
Conclusion and Recommendation.  LACERA may want to consider the approach to 
administrative appeals used by the San Diego Retirement System.  In the course of our 
review of LACERA we did not hear any complaints that its methods for selecting and using 
referees resulted in impartial decisions.  Nor were we requested to undertake a review of 
disability applicant opinions of LACERA referees.  However, there was a concern raised 
that there may be a perception of bias in favor of LACERA by Referees.  

 
4. Litigation Legal Counsel 

San Diego System 
The San Diego System has in-house legal counsel that it uses for representation at appeal 
hearings.  It uses its own counsel because it believes that it receives more effective and 
efficient representation than if it used lawyers from the City Attorney’s staff.  It has also 
found that its own legal counsel sometimes determines and recommends, in the course of 
preparing for an appeal hearing, that the System’s Retirement Board should approve a 
disability retirement application that it had originally denied.   

 
Los Angeles Fire and Police System 
The Los Angeles Fire and Police System uses the services of dedicated staff in the Los 
Angeles City Attorney’s Office.  These lawyers also provide legal services to the Los 
Angeles Department of Water and Power Pension System and the Los Angeles Employees 
Retirement System.  These attorneys do not work on City worker’s compensation cases.  

 
Los Angeles City Employees’ Retirement System 
The Los Angeles City Employees’ Retirement System also uses the services of dedicated 
staff in the Los Angeles City Attorney’s Office.   

 
Conclusion and Recommendation.  Each of these organizations, based on their particular 
circumstances, believes that they receive effective legal counsel services, either from in-
house or from a City Attorney’s Office.  In the case of services received from the Los 
Angeles City Attorney office, there are specific staff assigned on a full time basis to assist 
and represent the Retirement Systems.  There is no information that suggests that LACERA 
should reconsider its current use of an in-house litigation office.   
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VI. CONSIDERATIONS FOR IMPROVING EFFICIENCY AND 

EFFECTIVENESS 
 
We may be entering a time period in which there will be a greater need to focus on minimizing 
and controlling costs.  Regardless of the times, a fundamental principle for all organizations is 
continual improvement, including a focus on costs.   
 
In many organizations, the issue will be: “How do we continue to achieve our objectives, or 
even excel at meeting them, while at the same time increasing our efficiency?”  Or the question 
may be more direct: “How do we do more with less?” 
 
KPMG recommends that, as LACERA moves forward with its efforts to effectively and 
efficiently serve its members, it consider the following areas:    
# Organization alignment with mission and goals  On a regular basis (e.g. yearly), 

organizations should ensure that their operations are aligned with their mission and goals in 
order to eliminate extraneous unnecessary activities.  Questions to ask are:  Are we doing 
more than we should be doing?  Are there certain activities that need improvement?  Where 
do we need to make improvements?   

# Operating objectives  Sometimes, organizations establish operating objectives (e.g. 
process a certain document within 5 working days), which while noble and well- 
intentioned, are too severe in light of related goals and available resources.    

# Major cost categories  Budgetary categories with the biggest dollars can sometimes 
provide the biggest opportunities for improving efficiency. 

# Technology  Technology as a basis for improving efficiency and effectiveness should 
always be a consideration.  There continue to be improvements in this field that may yield 
benefits to LACERA.   

# Employee involvement  Organizations which have achieved significant successes have 
many times noted that the key to their success was employees participation, at all levels of 
the organization, in identifying and implementing improvements.  While any one of the 
improvements achieved may not be large in its impact, the accumulation of many 
incremental improvements have a significant impact on an organization’s efficiency and 
effectiveness.  

# Board support  KPMG, in its limited contact with LACERA’s Retirement Board, noticed 
that Retirement Board members had a consistent and positive interest in LACERA 
members and staff.  This kind of support will continue to be valuable and essential in order 
for LACERA to improve and add value to the services provided to its members. 
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VII. INTERVIEWS, MEETINGS AND OBSERVATION LOG  

 
KPMG appreciates the cooperation and assistance received from the following individuals with 
whom we met and interviewed for this project: 
# Terri Kasman, Principal Accountant-Auditor, County of Los Angeles 
# Les Robbins, Chairman, LACERA Retirement Board, represents safety members 
# Warren Bennett, Vice Chairman, LACERA Retirement Board, appointed by Board of 

Supervisors 
# Simon Russin, Secretary, LACERA Retirement Board, represents general members 
# Mark Saladino, LACERA Retirement Board, statutory member 
# Marsha Richter, Chief Executive Officer, LACERA 
# David Muir, Chief Counsel, LACERA 
# Sylvia Miller, Section Manager, Disability Services, LACERA 
# Dr. Oliver Kuzma, Medical Advisor To LACERA 
# Daniel McCoy, Chief Counsel, Disability Litigation, LACERA 
# Richard Bendall, Assistant Chief, Internal Audit 
# Dave Dover, Disability Retirement Specialist Supervisor, LACERA 
# Fern Billingsley, Attorney, LACERA 
# Mary Butler, Senior Disability Retirement Specialist  
# Angie Guerrero, Disability Retirement Specialist 
# Laura Delgado, Quality Control Staff Analyst, LACERA 
# Roena Bernard, Staff Assistant, LACERA 
# Thomas Wicke, Attorney, Represents Disability Applicants 
# Edward Faunce, Attorney, Represents Disability Applicants 
# Lawrence Grissom, Retirement Administrator, City of San Diego Employees’ Retirement 

System 
# D. Edward Griffiths, Executive Officer/Assistant General Manager, Los Angeles Fire and 

Police Pension System 
# Chris Annala, Pension Claims Officer, Los Angeles Fire and Police Pension System 
# Lorraine Osuna, Assistant General Manager, Los Angeles City Employees’ Retirement 

System 
# Mark Blunk, Senior Management Analyst II, Los Angeles City Employees’ Retirement 

System 
 

KPMG reviewed: 
# LACERA Operations Manuals 
# LACERA Board Of Retirement, Board Member Handbook 
# LACERA Policies and Procedures Manuals 
# LACERA internal memoranda 
# LACERA publications provided to its members 
# LACERA disability retirement applicant files (except for information pertaining to 

attorney-client privilege) 
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# LACERA operations and work activity reports 
# LACERA Annual Reports 
# LACERA Disability Applicant Case Files 
# LACERA Web Site pages 
# Court Cases relevant to the Study 
# 37 Act Sections pertaining to this project, i.e. disability retirement application policies and 

procedures, confidentiality, referees,  
# Prior studies of LACERA operations, including reports comparing LACERA to other 37 

Act associations and other retirement organizations 
# Information provided by 37 Act employee retirement organizations that were surveyed 
# Information provided by the Los Angeles City Employees’ Retirement System, Los 

Angeles Fire and Police Pension System and the San Diego Employee’s Retirement 
System. 

 
KPMG observed: 

# LACERA Disability Division facilities 
# LACERA Disability Division operations and staff 
# LACERA Retirement Board Meetings 
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LACERA RESPONSE TO THE KPMG REPORT 
The Auditor-Controller requires that LACERA have the opportunity to respond to the report 

prepared by KPMG.  This section contains LACERA’s response.   
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Appendix A 

 
OVERVIEW OF LACERA DISABILITY SERVICES 

DIVISION PROCEDURES AND PRACTICES 
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kpmg Disability Process Flow 
 
Client Year-end 

Los Angeles County Employee Retirement Association June 30, 2001 

Prepared by Date W/P reference 

R Alfaro Jan-02  
 
Purpose 
To document the detailed and procedures and processes followed by the LACERA Disability 
Services Division to process member applications for disability retirement benefits.   
 
Procedures 
KPMG met with the following individuals and performed a walk-through of LACERA facilities and 
operations to obtain an understanding of the Disability Division’s procedures, processes and work 
flow, on Friday, July 6, 2001: 
$ Sylvia Miller, Division Manager 
$ Dave Dover, Disability Retirement Specialist Supervisor (Investigator) 
$ Laura Delgado, Quality Control Staff Analyst 
$ Mary Butler, Senior Disability Retirement Specialist  
$ Angie Guerrero, Disability Retirement Specialist 
$ Roena Bernard, Staff Assistant, LACERA 
 
In addition, KPMG reviewed the Division’s policies and procedures notebook.   
 
Observation 
Based on our discussions with the above individuals, KPMG notes that the member disability 
application process encompass the following major steps: 
• Application Intake 
• Initial Investigative Review 
• Medical Appointment Setup 
• Second Investigative Review 
• Division Review and Recommendation 
• Board Review 
• Reporting 
Each of the above major functions is discussed further below. 
 
Application Intake 
 
Member disability applications are initially received by Roena Bernard, Staff Assistant.  She reviews 
each application package to ensure that the following items are complete and properly signed by the 
applicant: 
• “Application for Disability Retirement” including signature under penalty of perjury 
• “Disability Applicant Missed Medical Appointment” affidavit 
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• “Treating Physician’s Diagnosis” signed by the physician  
• “Claims Against 3rd Parties” affidavit 
• “Authorization To Obtain and Release Records and Information”. 
 
Upon review and acceptance of completeness, Ms. Bernard date stamps the application and prints 
out the member’s “General Information Inquiry” from the IRIS system.  This system contains all 
member data, commencing with the member’s initial enrollment into one of the several LACERA 
retirement plans.    The data captured in this database consists of: 
• Social security number 
• Plan type (Important because only plans A,B,C & D may receive disability benefits) 
• Date of birth 
• Classification as safety or general member 
• County Department and start date 
• Monies contributed to the plan 
• Other miscellaneous data. 
 
Ms. Bernard reviews system data to determine if the applicant is in plan E, if number of years of 
service is appropriate and that monies are available under the applicant’s plan.  If any of the 
aforementioned criteria are not met the applicant may not be eligible to receive disability retirement 
benefits.   
 
On a weekly basis, Ms. Bernard inputs data from all of the received and completed disability 
applications into the TRACKER system.  The TRACKER system is used solely by the Disability 
Services Division.  This system interfaces with MS Access and allows the user to capture and query 
a variety of data.  Ms. Bernard’s data input consists of the general member’s years of service, type of 
disability retirement requested, membership status and nature of the disability.  In addition to the 
data input, Ms. Bernard prepares the Weekly Statistical Report which is a list of all new disability 
applications received for the week and the “Disability Case Information Sheet” (DCIS).   
The disability applications, the DCIS report, the “Weekly Statistical Report” and any general 
information inquiries are routed to the Quality Control Staff Analyst (Laura Delgado).  This position 
verifies that the data input into the TRACKER system is correct.  Any discrepancies requiring 
correction are confirmed with the originator of the information.  After this step is concluded, the 
disability application package is forwarded to Division Supervisor (Sylvia Miller), for her 
preliminary review of the disability application and assignment of the case to a Disability Specialist. 
 
Initial Investigative Review 
 
Ms. Miller, the Division Supervisor, has been with LACERA for over 10 years and has extensive 
experience processing disability claims .  Ms. Miller reviews the nature of the disability claimed on 
the application, the applicant’s age and other relevant facts.  Based on the nature of the case, she 
may assign it to a Disability Specialist or initially refer it to LACERA’s legal counsel for advice.  
When she assigns the case to a Disability Specialist, she may also provide guidance on how to 
proceed, including the use of a Sub Rosa investigation.   Case assignments are made to one of the 
Division’s ten Disability Specialists, and are based primarily on their respective experience and 
current case load.   
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Upon the case’s assignment, Ms. Miller will record the assigned Disability Specialist on the 
“Weekly Statistical Report and DCIS” sheet.  The case is then routed back to Ms. Bernard for input 
into the TRACKER system.  In connection with the input of the Disability Specialist, Ms. Bernard 
prepares a file merge for the following letters: 
• Member Notification Letter:  This letter is addressed to the member and alerts the member that 

various information will be requested on his/her behalf. 
• Member Investigation Letter:  This letter is prepared and sent on behalf of the assigned 

Disability Specialist.  It provides the member with a contact number and status of the 
application.   

 
The disability application and its contents are forwarded to the appropriate Disability Specialist who 
reviews the information in the applicant’s file.  The Disability Specialist initially reviews the file to 
ascertain how much time has elapsed from the member’s discontinuation of service.  Generally, if 
the member applies for disability after 3 years of service, the Disability Specialist will compile as 
much data as available to ascertain whether the disability existed as of the date of termination.  For 
cases which have discontinuation periods of 5 years or more, as much medical information as 
possible is gathered by the Disability Specialist and then forwarded to the LACERA General 
Counsel’s office for review and determination of prejudice. 
 
In addition, the Disability Specialist reviews the application for completeness and participation in an 
approved LACERA retirement plan.  The review by the Disability Specialist proceeds by gathering 
evidence (fact finding), by obtaining prior medical records from 3rd parties and obtaining other 
pertinent information.  The Disability Specialist also interviews the applicant and at least one 
witness (the number of witnesses interviewed varies based on the nature of the case).  
 
The Disability Specialist then drafts the preliminary “Disability Retirement Evaluation Report” 
(pending the medical evaluation) containing  relevant work, medical history and injury facts.  The 
Disability Specialist also determines, based on the type of injury stated by the applicant, the 
LACERA panel physician to which the applicant will be referred.  Determination of the panel 
physician is performed with the assistance of the TRACKER database whereby the Disability 
Specialist selects an approved physician from the database using various pull down menus.  ] 
 
The disability application file and recommended physician  is forwarded to Ms. Miller for her 
second review.  Ms. Miller reviews the Disability Specialist’s preliminary report to assess its clarity, 
conciseness and relevance.  Her review, more specifically, focuses on the  
• Disability applicant’s employment history 
• Disability applicant’s interview statements 
• Disability applicant’s stated symptoms (for all claimed injuries) 
• Documentation of any difficulties in obtaining corroborating information 
• Any other factors which may cause the Retirement Board to discuss the applicant’s case at its 

monthly meeting.    
 
The case file is then forwarded to Lorraine Veloz, Staff Assistant, who arranges  the medical 
examination appointments.   
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Medical Appointments  
To facilitate the physician appointment, the Disability Specialist prepares a “Medical Appointment 
Request” form.  Based on the form, Ms. Veloz establishes a date and time for the applicant’s 
appointment and this information is entered into the TRACKER system for the respective 
applicant’s record.  Ms. Veloz also generates a document inventory that sets forth the administrative, 
medical and legal records which will be provided to the panel physician, as well as any other 
relevant information.  She then routes the package back to the Disability Specialist for review. 
 
Upon Disability Specialist approval, Ms. Veloz generates the appropriate documentation to be sent 
to the applicant and the panel physician.  This documentation is prepared via an automatic file merge 
between the TRACKER (a MS Access based system) and MS Word.  The documents generated are : 
• Member appointment letter identifying the date, time and panel physician  
• Member quality control questionnaire to ensure physician effectiveness and level of service 
• Panel physician letter stating applicant name, date of appointment and other relevant information 

about the applicant 
• Physician report outline letter indicating the Board required information and format in 

accordance with LACERA policies. 
 
Once completed, the documents are mailed to the applicant and physician.   
 
Second Investigative Review 
 
The panel physician has 30 days from the date of the member’s appointment to provide the 
Disability Specialist with the physician report, which sets forth the results of the physician’s 
examination of the disability applicant.  The report, which must be prepared according to LACERA 
requirements regarding its format, is reviewed by the Disability Specialist.  If needed, a 
supplemental physician’s report may be requested to further clarify the physician’s initial 
examination report.  In addition to the report, the physician submits to LACERA a document entitled 
the “Physician’s Examination and Finding” worksheet.  This worksheet  requires that the physician 
explicitly state whether the applicant is permanently incapacitated and cannot perform the duties of 
his/her position and whether the disability is service, or non service connected.  Both documents 
must signed by the physician.   
 
Upon a review of the physician’s report, the Disability Specialist finalizes the “Disability Retirement 
Evaluation Report” by appending portions of the medical opinion and other relevant information.  
Then, the Disability Specialist inputs the physician and his/her own recommendation into the 
TRACKER system.  Per Dave Dover, Disability Specialist Supervisor, the investigative staff 
recommendation rarely differs from the physician’s recommendation.   
 
The next step is for  the Disability Specialist to forward the applicant’s file to a Disability 
Retirement Specialist Supervisor for review.  The Supervisor makes corrections or requests further 
information as deemed necessary.   
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The finalized file is then submitted to the Division Manager for the third and final review.  The 
Manager’s final review is to understand the conclusions reached in the report and the adequacy of  
supporting evidence presented by the panel physician.  The Manager may request additional 
information, seek additional legal guidance or return the report to the Disability Specialist for 
additional re-work.  If approved, Ms. Miller submits the “Disability Retirement Evaluation Report” 
to word processing staff who add the case to the Retirement Board agenda.   
 
Retirement Board Review 
 
The LACERA Retirement Board meets monthly.  One of its primary agenda items is to review and 
vote on disability application requests.  The Board (and its medical advisor) receive completed case 
files (containing relevant information on the disability applicant and staff’s recommended 
disposition) approximately 1-2 weeks before the Board meeting.  The determination of each 
application is made during closed session and may involve  participation by the applicant and the 
applicant’s attorney if retained.   
 
KPMG notes based on inquiry with Ms. Miller and observation, that the Board utilizes the medical 
advisor Dr. Kuzma in understanding and ascertaining the reasonableness of the panel physician’s 
conclusions and recommendations.  This review provides the Board with a level of technical 
expertise required to identify problematic issues or concerns.   
 
Upon determination, (approval/denial) respective Disability Specialists contact each applicant 
regarding the Board’s decision.  The Board’s decision is also placed in the applicant’s file.  
Additionally, the Board meeting’s minutes also document the resolution of each case.  Finally, the 
file documents the action taken by the Board on the “Disability Retirement Evaluation Summary”.  
The “Disability Retirement Evaluation Summary” is then forwarded to Ms. Bernard for input of the 
action and Board date in the TRACKER system.   
 
For cases which result in an adverse opinion towards the applicant, the applicant has 30 days from 
the date of notification to file an appeal.  Appeals are heard by a LACERA referee.  Cases involving 
appeals are automatically turned over to the Disability Litigation Office.  KPMG notes that Ms. 
Miller and staff are involved in the litigation in the capacity of providing additional information on 
an as needed basis.    
 
Reporting 
 
KPMG notes per Ms. Delgado and our observation, that the TRACKER system is very flexible and 
has the capacity to query data in various forms.  KPMG notes that the Disability Division generates 
the following two reports on at least a monthly basis: 

• Pending cases report:  This report identifies the total number of cases outstanding.  In 
addition, this report details the cases pending by each Disability Specialist as well as the 
number of cases which have not been assigned.  This report is utilized primarily by Ms. 
Miller and the disability specialists to ensure that cases are dealt with in a timely fashion.   
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• Monthly statistics worksheet:  This report captures the number of cases outstanding, 

received and processed in the aggregate for the month.  It includes the number of cases 
denied, held over and dropped.  The report is generated manually by performing various 
queries in the TRACKER system.  Ms. Delgado verifies the accuracy of the report by cross 
checking the results to the Board Agenda’s and “Weekly Statistical Report”. This 
information is provided internally to Ms. Miller and the Board.   

 
On an ad hoc basis, Ms. Delgado provides other reports for the Department’s or internally as 
requested.   
 
Problems/Concerns/Areas for Improvement 

Based on the walkthrough performed above, KPMG notes that the organization may streamline 
certain procedures which require re-input of data.  As described above, this is most evident with: 

• Weekly Statistical Report:  Ms. Bernard enters all pertinent case information into TRACKER 
but re-keys similar data into a Word document.  Staff should utilize the flexibility and query 
functionality of their system to eliminate the re-input of data.  The current process is performed 
once per week and consumes only 30-35 minutes.   
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APPENDIX B 
 

RESULTS OF REVIEW OF LACERA  
CASE FILES TO DETERMINE COMPLIANCE   
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